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C5P*Cm OF THE VIST GS3MAM ECOHOEY TO 59W083P KUSHAMETT 



t borough— going isd eo^pitoMiits r#MUfcli bas been 

Son* by the Halted States govern**** on the capacity of tbe 
Ait German econo*? to support aa oxpaaded def@a*e effort. 
Those experienced in negotiations on the German defense con- 
tribution are convinesd that sorieus political obotaclee 
noald be onaouatorod long before economic factor® limited 
Germany’s ability to support rearmament. 


Present State 
of tbe Seenemy 


ill authorities agree it is now health- 
iest of any major European country . 
Gross national Product 

rose 6.8 percent ia 1S52 to ap- 
proximate $30 billion; ia expected 
to rise 5 to f percent in current 
fiscal penrj may , according to 
memo State Department estimates, 
increase 40 percent e v er neat ten 


yew* 

— total industrial production index new 
at all-time high* 156 percent ef 1036 
level. 

— Unemployment at postwar low. 
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Cold and dollar reserves at poetwar 


peak* 

golds chronic creditor position i» 
fe aopfl tB Payments Onion, and Aasrieaa 
•fiiclcls tease# rso ormnendlRg it seek 
foreign inreatuents to reduce it* 
eredit account. 

Currency *e stable that Bonn geeeris- 
Mint planning free convertibility in 
set distant future* 

Hit German exporter* nee active ee»- 
pe titers is neet foreign markets. 


lain* trial 
Capability for 
Hnamat 


v:- 


VMt Germany’* industrial production 
see infernally rated by foreign Qp***- 
tienn Administration a* about equal to 
wg «< Germany f e on ore of for Id far XI— 
teenoe industry could presumably bo 
eonrortod to am* production relatiroiy 
rapidly * giron tteo accessary ran ante* 
rials and a foe cantralisod controls 
omr bay rital sectors of tteo economy • 


for esamples 

I Post Garsaa saeteino tool industry, 
the boy to fast conrorsion, is new 
larger titan in pre-war Germany } 
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S, Optical* chemical, eoseunications 
and vehiele manufacturing Indus- 
tries are already considered ade- 
quate for mobilisation needs# 
m considers that Allied postwar dis- 
armament measures in Germany constitute 
as great obstacle to rearmament con- 
version sin©© feu new ares plants are 
required, and only a wall yertion of 
present ennui acturing plant* require 
specially constructed equipeont . 

Mac* VGA estimates that; 

1, Snail ares could be produced in 
quantity If to If seethe free 
beginning ef reareaeemt effort i 
li Tanks and henry artillery could 
start lute production in tie and 
a kali years, volume production 
being reached in another year, al- 
though General Heeeiager, the 
federal fapublie** ©kief defense 
planner, has said that it eould 
take iour years*. 


3 * 
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Th# German araaaent indue try *e chief 
potential dependence on the West is 
for raw materials, particularly high 
grade Iren ere and sees non-ferrous 
set sis. 


Vest Qtfiiiy't — T heoretically committed, in RATO fiscal 
present defense 

osutritmtion year ending SO done If S3 , to pay 

equivalent of $8,4 billion or about $ 
percent of Groan National Product hew 
e<— aJ M$ a n t y e t rattfaedr ™- * 

— Actually , beesee ESC not yet ratified, 
paid only support costs to Allied oc- 
cupation troops at rate of $1.7 billion 
annually, exclusive of certain occupa- 
tion carry-over costs and certain 
denes tic expenditures chargeable to 
defense, 

— the difference simply represented a 
saving to the federal treasury, 

— la the current fiscal year Bonn is 
pledged to spend the equivalent of 
$9.7 billion, hat fill save about $1 
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Projected 

Bofoaoe cos- 
tribstioa 
tinder WO 


billion if BBC ******* asrfttifiod* the 
tissue* sinister refusing to plm* *W 
P&t of tti« a» t» w«fw for tut*** 
defense aw. 

- mm will contribute 1 % groopouwnt* 

(divitidw) to BBC under present plane. 
TfctnT otft bo reeratted oaf- trained 

fitUs too to too© years* 

_ waste** of NNff« Bows group*- 

aosto will bo determined by tbo 
@ea*ieeerist. 

-«• State Bepartseat bepos that tbo Boss f-* 
ofil pledgn free 8 to Xti/j&t 
for defease. 

»» mp** acy bo realised, eiaee, wbo» bbc 
— effective, tbo Serena eeatriba- 
tios will still bo beaod o» **r& 
ori torts i» tbo oobo bosbot oo for 
otbor eeuatriea. 

— . tbo dermaa booty omoBoato production 

capability boo sot boos officially 
©toted* 

— boss hopes for foreign aid to convert 
industry to eras ssaafootsrisg* *ad is 


H 
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the first two years of XBe« it aspect* 
the 98 to supply mi weapo m for tl» 
contingents. 

•«* BIC06 ha* estimated that so more than 


OSO billion dollar* of the needed 5*5 


lilliM dollars worth of major e^uip- 
mmt for the first two fears coo Id bo 
produced is Vast Germany. 

— 41 determination of whet pert of Gormaa 

industrial production will be utilised 
fee defease has set pet been made be- 


t* the Germans claim that before they 
pvodaee a at ilia at ion plan, they 
asst haow the lewel aad type of 
98 end-item aid; 

8« 88 policy insists os knowing what 

a osastry oaa produce by itself 
before end-item aid is determined 
3* Because ef Preach reluctance, the 
SBC Interim Commission has mot 
developed any heavy production 
plans la which Boss weald partici- 
pate. 

8 . 
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Possible Con- 
tribution 
Outside SBC 


Obstacles t© 
* German con- 
tribution 
Outside SBC 
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The Oof ease Deportment informally esti- 
mates that outside ssc the federal 
tepublic fees the capability of estab- 
lishing a national army double the 
else of its projected SSC contingents, 
this to be dome in seven years without 
any significant restrictions on the 
seenesy, and assuming continued high 
levels of productivity and exports . 

— Defense also believes that lest Ger- 
many ban the optimum capacity to build 
84 active divisions, and about 3D re- 
serve divisions. 

By partial mobilisation of the economy 
(comparable to the S3 effort after 
Korea)* this force could exist within 
four years.. 

Without partial mobilization, sad as- 
suming PS aid* it could be sot up in 
seven years* with an average yearly 
outlay of 84 billion* 


Very greet diplomatic obstacles would 
likely arise is attempting to establish 
an Independent West German army# i*e., 
earn outside BBC* 
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Wxwm w&M al*e»t eartat all 4*m***& 
fliMtrtftd *a|lltttif»ly 

•ad fnantifcatively, ******* Qmmm 
Mili tary pTWlBCtiea. 

— These eould ftffMt production of *tr- 
W**t, guided niaailea, aad ateoic, 

Sri* logical, and chemical wftte 

*— Hi Been goyoyiBMmt *«ald J**t ** 
refuse vwk diieriiiaitory 

restrictions. 

— ga to r S0C f on tbo other hand, military 
prediction la all ****** countries is 
directed by the Ceaetas trial.* and 
therefore there are no rMtric t ions 
•gainst Germany a* ouch. 


Beestiag Ocr~ 

*** Coatriba- 

tioa i* htialy 
a Political 
latter 


the praaeat West Ootaaa eoa- 
tribution to defaaee t* * political 
mmto than a* economic problem . 

Tfcni) u no indication that the Adenauer 
g e e sr nmaat mould b* diapesed to lay oat 
msm* fear defense glwa a national army 
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If, lwiwtr, following 

a. *»*# rtg&tiftt cm 

te pe***, MW** •*p*a4itwr«« wlf&t 

iiupni W" i 

* gomoAst «****, »t 

m firmly UtaiM to *w«t**B polls !•*, 
it« OopooSsiiss ea tfcft iwt 
f«r row matorlftls might met mm 
brftk» os lt« Activities* 
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